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INTRODUCTION
Even before the COVID-19 pandemic started, America was already in a healthcare
crisis. Americans are afraid to visit the doctor or receive routine medical care due
to fear of exorbitant costs or surprise bills.1 That fear is not unfounded. Healthcare
prices are high and constantly rising. They also vary drastically even within the
same geographic area. Depending on your provider, you can pay as much as
quadruple for the same procedure in the same city.
To address this healthcare crisis, the Trump Administration created a
regulation forcing hospitals to reveal their real prices for the first time in 2020. That
law went into effect in January 2021. With federal backing, lawmakers in states
across the country are enacting price transparency measures; however, hospitals fail
to be transparent about their healthcare prices.2
This analysis is specific to the state of California and covers both state-level
efforts and federal policies that have been implemented across the country. This
paper outlines a path forward for California to increase transparency with the aim
to help patients save money on shoppable procedures through consumer-friendly
tools and cash incentives.
BACKGROUND

High Healthcare Costs and Rising Hospital Prices
In 1970, Americans spent $74 billion dollars on healthcare.3 In 2019, that number
was $3.795 trillion.4 KFF and the Peterson Center for Healthcare adjusted these
numbers for inflation to constant 2019 dollars5 and revealed that this is a massive
878%6 increase over that time period of fifty years.
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There are downstream effects to these rising hospital costs. Even with
insurance coverage, many patients, as many as 1 in 37, claim to receive a surprise
medical bill in the mail. This could be due to the hospital’s coding practices or an
out-of-network physician handling a service without the patient being aware. With
low and middle-class families bearing burdens of medical debt due to hefty and
unexpected bills, medical debt is the leading cause of bankruptcy in America.8
In fear of surprise or exorbitant bills, many people avoid receiving treatment
altogether. A 2020 Gallup poll revealed that about 1 in 3 Americans avoid medical
care due to high costs amid the COVID-19 pandemic. 9 Even more worrisome,
patients with serious illness are also avoiding care. A 2019 Gallup poll showed that
25% of Americans have, or have a family member that has, avoided care with a
serious illness.10 The resulting health impacts of high healthcare costs are evident
and should provide policymakers with a sense of urgency in tackling this problem.
When one looks at the totality of the healthcare spending crisis, it is
tempting to think that the majority of this spending is due to the high costs of
medication or health insurance premiums. In reality, almost half of all healthcare
spending is on hospitals and physician services. According to Center for Medicaid
& Medicare Services data reported by a 2019 American Medical Association brief,
over 50% percent of healthcare spending in 2019 went to three major categories:
hospitals (31.4%), physician services (14.9%) and clinical services (5.4%). 11
Prescription drugs (9.7%) and health insurance (6.3%) together, made up 16% of
healthcare spending.
Understanding that over half of these expenditures occur in hospitals,
clinics, and physicians’ offices clarifies the problem. While prescription drugs are
often astronomically priced, and insurance premiums are rising, the main driver of
the exponential increase in healthcare spending is hospital prices.
Let’s focus on hospital costs. Emily Gee, a Health Policy Analyst at the
Center for American Progress, has spent considerable time researching hospital
pricing and has come to a similar conclusion. In a 2019 article called, “The High
7
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Price of Hospital Care,” 12 she concluded, “The rise in hospital prices, in turn,
continues to drive up premiums and cost-sharing for patients, hitting individuals
who have commercial insurance the hardest. Serious efforts to control health care
costs will require addressing the largest sources of U.S. health expenditures.” Gee
makes the excellent point that if we do not begin to rein in hospital prices, they will
continue to rise, and so will patient premiums and cost-sharing. Without addressing
hospital billing practices as the primary cause of high spending, patients will be
increasingly burdened with high costs for care.

Varied and Inconsistent Healthcare Prices within the Same Market
Hospital prices vary depending on the city and region. The Health Care Cost
Institute examined C-section costs across the country and found a dramatic
difference in price points.13 The median price for a C-section in San Francisco was
more than four times the median price in Knoxville, Tennessee.14 Even with the
dramatic difference in cost, San Francisco is known for its high cost of living while
Knoxville is a comparably less expensive city to live in. Additionally, they are
thousands of miles away from each other – it’s unlikely that a San Francisco
resident would be shopping for care in Knoxville. So, what’s the real concern here?
The problem becomes clear when one starts to analyze procedure costs within a
single city or geographic area.
In Fort Myers, Florida, NPR News found that the cost of a CT scan varies
from $474 to over $3,500, depending on the provider.15 In South Carolina, Palmetto
Promise Institute found that you could get the exact same MRI in North Charleston
for either $2,200 or $575, depending on the provider.16 A much larger study, done
by the Center for Studying Health System Change, examined thirteen U.S.
metropolitan areas to determine what privately insured patients paid for services in
the same area. 17 The study examined both outpatient and inpatient costs. The
authors found a dramatic variation in price points, even when patients sought care
in the same city. Particularly in the outpatient costs, the study noted that variations
12

Gee, Emily. (2019). The High Cost of Hospital Care.
https://www.americanprogress.org/article/high-price-hospital-care/
13
Kennedy, K. Johnson, W. Rodriguez, S. & Brennan, N. (2019). Past the Price Index: Exploring
Actual Prices Paid for Specific Services by Metro Area. https://healthcostinstitute.org/hcciresearch/hmi-2019-service-prices
14
San Francisco-Oakland-Hayward, CA ($20,721), Knoxville, TN ($4,556).
15
Kodjak, Allison. (2019). Bill Of The Month: A Tale Of 2 CT Scanners — One Richer, One
Poorer. https://khn.org/news/a-tale-of-two-ct-scanners-one-richer-one-poorer/
16
Mansell, Lawson. (2020). The Right to Shop: More Access to Affordable Healthcare.
https://palmettopromise.org/wp-content/uploads/2020/01/The-Right-to-Shop-08.30.19.pdf
17
White, C., Bond, A. M., & Reschovsky, J. D. (2013). High and varying prices for privately
insured patients underscore hospital market power. Research brief, (27), 1–10.

were common in all thirteen markets they studied. Using a “Price Relative to
Medicare” standard18, researchers found that in some cases patients at the most
expensive hospital in a market paid outpatient prices three times as high as those at
the least expensive hospital. The researchers determined that there was
“quantitative evidence of wide variation in private prices for hospital and physician
services within and across markets.”19 This was evident not only across the nation
but also within the same market.
In California, studies conducted of the Los Angeles metropolitan area have
similar findings. California Healthline, a news publication of Kaiser Health News
and the California Healthcare Foundation, conducted a study in 2019 following
California hospitals revealing their chargemaster data. 20 For a brain MRI (with
contrast), hospitals within mere miles of each other charge as much as $8,800 or as
little as $3,800.21 For a blood count (with differential), hospitals in LA charged a
minimum of $60 and as much as $525.22
This data confirms the many anecdotal and research-based stories of wide
variations in price for the same procedure in one geographic area. And it begs the
question: why are patients not shopping for their procedures if they can save money
in the process?
Lack of Shopping for Healthcare Services

Researchers at Harvard Medical School and University of Southern California
published a study23 in 2017 that analyzed consumer behavior when seeking out
price information for healthcare services. They found something very interesting
when they compared patients’ attitudes toward shopping for services beforehand,
and whether the patients shopped for services. While 72% of respondents agreed
that shopping was important, and 93% said they knew prices varied greatly by
provider, only 3% of respondents actually compared costs before booking a
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procedure.24 So, while patients theoretically know that costs vary and know they
can find more affordable options, very few actually pursue it.
One could conclude that patients do not want to find cheaper care because
they conflate the high cost of a procedure with high quality: spending more money
promises better health outcomes. This explanation is not accurate, however, due to
the same study discovering that most of participants rejected the notion that higher
costs equated to higher quality, 25 and those respondents have a very accurate
understanding of the true relationship between cost and quality. In 2020,
researchers at Dartmouth found that quality metrics do not favor the larger,
financially integrated hospital systems. In their study, financially integrated
hospital systems did not score higher than other systems in both metrics used.26
Similarly, a study published in 2008 in the journal Current Medical Research and
Opinion, found, using a sensitivity analysis, that there was no relationship “between
patient satisfaction and healthcare expenditures.”27
So, what is causing the disconnect? A more accurate explanation is that
customers decide not to shop due to the lack of available prices. How can we ask
patients to shop for healthcare when so many prices are unavailable? Further, the
prices that do exist are misleading or incomplete.
DEFINING HOSPITAL PRICE AND PROCEDURE TERMS

Before solutions are proposed and more complexities are introduced, it’s important
to define terms regarding hospital charges. Due to the lack of transparency
surrounding hospital pricing, there is bound to be some confusion on what is meant
by the terms used and why an All-Payer Claims Database is a critical first step
toward real transparency (and why it isn’t the final step).
Hospital chargemaster (gross charge): These charges represent something
similar to the retail price or sticker price of a vehicle. The chargemaster is often not
what comes out of an insured patient’s pocket, but it represents what patients would
24
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pay without any discounts. Some states require hospitals to reveal these charges by
logging them in a database; unfortunately, this price does not give a shopper a clear
idea of what they would pay for a given service.
Cash price (discounted self-pay): This is the chargemaster, or gross charge,
discounted to a patient who is willing to pay cash. In some cases, particularly with
patients who have high deductibles, they will choose to pay cash because the final
cash price is less than they would pay using their insurance.

Hospital’s negotiated rate (or payer-specific charges): When an insured patient
receives a service, the hospital submits a claim to the patient’s insurance company
with information about the services rendered and the appropriate codes for each
service provided. The patient will then receive a bill that is reflective of the rates
the hospital and insurance company (or any other third party) agreed upon for those
services. That bill is reflective of the secret rate that the third party and hospital or
provider negotiated for the procedure. In the Trump Administration’s rule 28
requiring hospitals to reveal this rate, they also required them to release the lowest
possible and highest possible negotiated rates as well, known as the de-identified
minimum charge and the de-identified maximum charge.
Therefore both an All-Payer Claims Database, which aggregates this data,
and a consumer-facing database, which provides patients with real, shoppable
numbers, are critical to achieving a wide spectrum of transparency on hospital
charges. Additionally, not all hospital bills are reflective of shoppable services. So
which services are shoppable?
“Shoppable” Services or Procedures: A shoppable service or procedure is
something that can be scheduled in advance with a healthcare provider. Some
examples of shoppable procedures: CT/MRI scans, lab work, surgeries, therapy,
mammography, etc. Centers for Medicare & Medicaid Services (CMS) revealed a
list 29 of 70 shoppable procedures when they announced their mandatory price
transparency rule in 2019. CMS requires hospitals to release prices for as many as
300 shoppable procedures in accordance with federal law. Some services that would
not be shoppable include an ER visit or any non-discretionary hospital admission
for an urgent medical need.
POLICY SOLUTIONS
Federal level (a background)
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In 2018, the Trump Administration passed a rule requiring hospitals to reveal their
“chargemasters,” menus showing what a given hospital charges for various
services.30 Although hospitals began to reveal their chargemasters in accordance
with federal regulation, this did not lead to more transparency. As noted above, a
hospital’s chargemaster is similar to a list of suggested retail prices and does not
accurately reveal what a customer would pay for a given service.31 Hospitals view
their negotiated (payer-specific) charges as proprietary information, and up until
2020 did not reveal any of that data.
The Trump Administration went a step further in 2020. They instituted a
regulation that forces hospitals to release payer-specific negotiated charges. This
information would give commercially insured patients a first look at what
procedures and services would actually cost. Despite initial legal pushback from
the American Hospital Association, the rule went into effect in January 2021,
marking the first year hospitals are forced to fully reveal their prices in a
“consumer-friendly format.” 32 Unfortunately, hospitals have refused to comply
with the new rule.33 Researchers at Johns Hopkins University found that over half
of U.S. hospitals were not in compliance five months after the law went into
effect.34 The Biden Administration has for months threatened to increase fines for
non-compliance but has yet to act on that measure.
One would think that with the new federal transparency laws in place,
customers would begin shopping for alternative healthcare providers; however,
recent research on the relationship between price transparency and shopping paints
a different picture. A 2017 study35 of California public employees and retirees who
were offered a shoppable price transparency tool suggested it is not easy for patients
to reframe their understanding of healthcare and start shopping for alternative
options. The study found that only 12% of employees used the tool. 36 In one
30
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example, the researchers found that employees who searched prices for imaging
services saved 14% on average and, only 1% of those studied searched for those
discounts.37 Even with transparency tools at their disposal, many customers need
additional incentives to create a new habit and shop for healthcare.
State level
State action on price transparency, both regulatorily and legislatively, can be
divided into three categories: All-Payers Claims Databases, Consumer-Facing
Pricing Tools, and Shared Incentive Programs.
All-Payers Claims Databases (APCDs)
Twenty-nine states have passed legislation or implemented regulations concerning
APCDs, with four states (including California) in the “implementation” phase.38
Eighteen states have operating APCDs that combine data from a given patient’s
encounter with service providers and from their insurance company, all in one
place. Most healthcare service providers call this data the “claim,” and it is a
complete administrative profile of what the patient received and what their
insurance company was charged for it. These claims encompass medical, dental,
and pharmaceutical claims.39
Consumer-Facing Pricing Tool (Shoppable Services Website)
Consumer-Facing Pricing Tools take the form of searchable websites that patients
can access to compare costs of non-emergency procedures. There are three different
datasets that the state can access to develop these websites. The first dataset is
aggregated insurance claim information, collected through a state’s APCD. This is
necessary information because it can aggregate data across different insurers and
providers. The second dataset states can use for their shopping platforms hospital
chargemasters, which are helpful, but mostly only as additional information or as
information for uninsured patients who will pay the chargemaster price. The third
dataset, and the most robust, is the negotiated rates and prices. The Trump
Administration has mandated this dataset be revealed, but few hospitals have
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disclosed the information. The more robust and consumer-specific the data is, the
more accurate and helpful a consumer-facing procedure shopping website will be.
Nine states have state-run pricing websites with varying levels of data.40
Maine and New Hampshire are the only states to incorporate negotiated price data
into their shoppable platforms, and both states are heralded as shining examples of
healthcare price transparency. 41 The other states rely solely on chargemasters
(South Carolina’s Hospital Association created its own chargemaster list, for
example42) or APCDs (New York, for example43). Maine and New Hampshire, not
coincidentally, were the only two states to receive an ‘A’ rating from Altarum’s
Center for Payment Innovation 44 2017 study. 45 As a long-time leader in price
transparency, it’s no surprise that 2017 research from Public Agenda showed that
57% of New Hampshire residents have tried to find price information before
seeking healthcare services.46 Following the launch of New Hampshire’s website,
out-of-pocket costs fell by 11%, according to a University of Michigan study.47
Shared Incentive Program
An incentive program attempts to address the problem with customers who simply
won’t shop, even when all the information is available to them. Several states use
cash incentives or shared savings to persuade customers to shop for their health care
using state-provided tools. Three states, including New Hampshire, have
established cash incentive programs through state employee insurance plans.48 In
addition, six states have mandated private insurance agencies in their state to
provide patients with incentives for shopping for care.49
40
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Shared savings would work as follows: if a customer needs a knee
replacement, they can search the database and find a provider in San Francisco that
will do it for $50,000. If they continue to search and find a provider that will
perform the new replacement for $35,000 in Berkeley, the customer gets to take
home a share of the $15,000 in savings.
New Hampshire was the first to establish a shared incentive program
through state employee health insurance plans, combined with a price transparency
tool. Its program saw a lot of participation, with 90% of enrollees shopping for care
within the first three years of its passage.50 NH patients also saved $12 million total
through the pricing tool and $1 million was paid out in shared savings.51
How California is Addressing Hospital Pricing
In 2018, California became the 20th state to legislatively establish an All-Payer
Claims Database (APCD), an encouraging step toward real price transparency in
the state. California’s APCD is unique, due to its bimodal approach, starting in 2012
with a 501(c)(4) public benefit corporation, and then adding a legislatively
mandated effort in 2018.52
Voluntary Effort (2012)

Although not a state-mandated APCD, California’s non-profit-run pricing database
warrants a mention alongside the state-level effort. In 2012, the California
Healthcare Performance Information (CHPI) System, a non-profit organization,
was launched with the intention of publishing claims data and providing healthcare
transparency to Californians. As a “CMS Qualified Entity” since 2013, they have
CMS Fee-for-Service data from the largest insurers in California. Yet CHPI has not
limited their work to publishing insurance claims; they also focus on patient
approval and provider ratings. In 2013, CHPI acquired the Patient Assessment
Survey (PAS), “the nation's largest system for evaluating and publishing medical
group ratings.”53 The inclusion of the PAS system allowed patients to review other
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patients’ feedback on medical groups to help them decide the best service providers
for their particular health needs.
Legislatively Mandated Effort (2018)
Included in CA Gov. Jerry Brown’s 2018 omnibus bill was a directive to create a
statewide database of healthcare costs using an APCD model. The bill authorized
the California Department of Healthcare Access and Information (HCAI, formerly
OSHPD) to create the Health Care Payments Data Program (HPD). Because the
HPD is currently in the implementation phase, and due to delays caused by the
COVID-19 pandemic, the state has not released claims data or created a userfriendly database. The HPD committee plans to continue collecting data for the next
couple of years, with a full roll-out planned for 2024.54
RECOMMENDATION
Although the establishment of an All Payers Claims Database (APCD) is a critical
step, making all price and claims information available to patients in an easily
understood format is how services become truly shoppable. This is done through
two steps, modeled after successful programs in other states. First, California
should use the APCD data to create a consumer-facing website where shoppers, not
just employers or policymakers, can identify disparities and variations in pricing.
Second, policymakers should open the door for an incentive program through stateregulated private insurers or state-employee health plans.
Consumer-Facing Website
Nine states55 have established a pricing tool that collects some hospital pricing data
and allows patients to compare costs per procedure.56 Many of these sites started in
2018, however, when only hospital chargemasters were available. As a result, most
patients have a very incomplete perspective on prices. In 2021, with the weight of
federal law behind states, California can assemble a complete database of prices
from hospitals, using APCD claim information and the negotiated prices California
54
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hospitals must reveal to comply with federal rules. The database should be
searchable by both ZIP code and procedure so that customers can determine the
most suitable option based on price points.
California policymakers should also consider requiring hospitals to make
patients aware of the shoppable database prior to scheduling services that can be
shopped for. This requirement is sure to be challenged, considering hospitals’ lack
of compliance with other rules, but looking toward the future, this move would
significantly raise patients’ awareness of their alternative options. If public funds
are being invested in these tools, states should take it upon themselves to make it
widely known.
It would be in the best interest of Californians for this website to be
marketed in communities most impacted financially by healthcare costs. As more
people become aware of the new transparency shift, more patients will shop for
care, allowing more patients to share their own experiences with providers and
hospitals. During a study of New Hampshire’s consumer-friendly pricing tool,
researchers found that advertising the tool online led to a 600% increase in visits to
the site.57 Although those visiting did not often use lower-cost providers, it’s clear
that marketing the program is critical to its success.
Shared Incentive Program

Modeled after the successful program in New Hampshire, California could also
provide cash benefits to patients who save money using the state’s price
transparency website. New Hampshire worked with insurance companies to give
state employees similar tools and incentives.
California had a similar program for state employees but did not include the
incentive structure, and the program suffered as a result. 58 Only 12 percent of
employees who were given the tool used it in the first 15 months.59 Through a cash
incentive program, insurers typically keep a portion of the enrollees’ savings.60
Based on the funding dedicated to the program, state officials should follow
the model of other states to determine the cap on savings and how the take-home
amounts are determined. Some states, like New Hampshire, have partnered with
57
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websites like SmartShopper that facilitate the process for how patients can receive
cash rewards for shopping for care. 61 New Hampshire’s SmartShopper program
works with the major insurance companies in the state like Blue Cross Blue Shield
and Anthem to deliver the program. While each incentive program will look
different and be customized to the needs of the state, there are proven examples for
California policymakers to follow.
CONCLUSION

With exorbitant and varying hospital costs, patients in California are forced to
schedule procedures without knowing how much they will need to pay. The high
cost of care and opacity is an unsustainable path forward. Additionally, research
shows that the cost of procedures, even in the same city, varies widely by provider.
With new federal rules and proven state-level actions to increase hospital price
transparency, it’s urgent that California establishes online consumer-friendly tools,
such as searchable databases, using claims data and real negotiated prices provided
by hospitals in accordance with federal law. Even with transparency measures in
place, research suggests patients may not take it upon themselves to shop for better
prices. To address this gap, California policymakers should consider establishing
an incentive program to reward patients who save money shopping for procedures
using their tool.
Consumer-friendly tools and cash rewards will set California on its way to
true transparency. For the first time, California shoppers will have the opportunity
to shop for their healthcare services and save money on shoppable procedures.
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